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Eee TC BWPLOYERS INSURANCE CO., 
Petitioner, 
VS. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


ee 


DOCKET ENTRIES: 


Transferred to Mr. Arundell 9/16/35. 
1932 
Dee. 5—Petition reeeived and filed. Taxpaver 
notified. (Fee paid). 
Dec. 6—Copy of petition served on General 


Counsel. 


O83 
Jan. 10—Answer filed by General Counsel. 
Jan. 18—Copv of answer served on taxpayer—cir- 
cuit calendar vicinity of Los Angeles, 
California. 
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1934 
Mar. 30—Hearing set week of June 4, 1934 at Bev- 
erly Hills, California. 
Apr. 16—Motion for leave to file an amended peti- 
tion filed by taxpayer, 5/4/34 copy served. 
Apr. 30—Amendment to petition lodged. 
Mav 1—Motion to amend petition granted. 
June 20—Hearing had before J. C. Adams, Division 
12. Submitted on merits. Appearance of 
G. Britton MeConnell, Esq.. filed. An- 
swer to amended petition filed 6/11/34— 
copy served. Taxpaver’s brief due July 
20, 1934—respondent’s due Aug. 20, 1934. 
July 19—Order that motion (telegram) for 5 days 
extension for brief be granted petitioner, 
entered. 
July 23—Brief filed taxpayer. 7/23/34 copy served. 
Aug. 20—Brief filed by General Counsel. 
1935 
Nov. 19—Opinion rendered—C. R. Arundell. Divi- 
sion 7. Decision will be entered for re- 
spondent. 
Nov. 21—Decision entered—C. R. Arundell, Divi- 
Siom 1. 
1936 
Feb. 17—Pé@tition for review by U. 8. Cite@ig 
Court of Appeals (9) with assignments of 
error filed by taxpayer. 
Feb. 17—Proof of service filed. [1*] 


*Page numbering appearing at the foot of page of original certified 
Transcript of Record. 


Co 
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1936 
Mar. 23—Praecipe filed. 
Mar. 23—Proof of service filed. 
Mar. 23—Notice of the appearance of Joseph D. 
Peeler and Ward Loveless, counsel for 
taxpaver, filed. [2] 


United States Board of Tax Appeals. 
Docket No. 68722. 
PACIFIC EMPLOYERS INSURANCE 
COMPANY, 
Petitioner, 
Vs. 


COMMISSIONER OF INTERNAL REVENUE. 
Respondent. 


PE Tern 


The above named petitioner petitions for a rede- 
termination of the deficienev set forth by the Com- 
missioner of Internal Revenue in his notice of defi- 
ciency (Bureau of Svmbols IT:AR:E-6 JHL-60D) 
dated October 7, 1932. and as a basis of its proceed- 
ing alleges as follows: 

(1) The petitioner is a corporation, organized 
under the laws of California, with principal office 
at 928 South Figueroa Street, Los Angeles, Cah- 
fornia. 
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(2) The notice of deficiency, a copy of which is 
attached hereto, was mailed to the petitioner on 
October 7, 1932, as the petitioner believes. 

(3) The taxes in controversy are income taxes 
for the year 1930. The deficieney is $1,193.45, whieh 
amount is in controversy. 

(4) The determination of the tax as set forth in 
said notice of deficiency is based upon the follow- 
ing errors; 

(a) In determining the taxable net income of 
the petitioner for the vear 1930 the Commissioner 
has erroneously understated the net loss for the 
vear 1928, applicable as a deduction against [3] the 
statutory taxable net gain for the year 1930, to he 
in amount $8,601.07; 

(b) asserting non-taxable interest and dividends 
should be eliminated as a deduction in the compu- 
tation of the net loss for the year 1928; as being 

(ec) retroactively authoritative under Treasury 
Decision No. 4309, believed to be promulgated under 
date of March ¥, 1931; 

(d) and has omitted from consideration or com- 
putation in said loss understatement the costs or 
losses in the insurance business of the petitioner, 
for the year 1928, in the amount of $8,580.41, bills 
receivable and agency balances not admitted as as 
asset and 

(e) the expense of officers’ life insuranee in 
amount of $1,065.00 premium paid. 

(5) The facets upon which the petitioner relies 
are as follows: 
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(a) in the year 1928 the petitioné® emored 
from its assets, in aeeord with the practices of the 
insurance business and the usage and requirement 
of the insurance department of the State of Cali- 
fornia, bills receivable and agency balances, essen- 
tially bad debts, in the amount of $8,580.41. These 
items were contained in the gross income, were re- 
moved from the net income and/or of the year 
in/of the operations of the business of the peti- 
tioner for said year. [4] 

(b) In the vear 1928 the petitioner paid, as an 
expense of its business operations, premiums for 
insurance on the life of its officers, in the amount 
of $1.065.00. This amount was charged against its 
business operation income, reducing the surplus of 
the year. 

(c) The petitioner believes the aforementioned 
items $8,580.41 and $1,065.00 are strictly pertinent 
to and a part of the operations of the petitioner’s 
business for the vear 1928: should be considered, 
computed in determination of the net loss in econ- 
troversv as forcefully as the non-taxable dividends 
(6,837.06), municipal bond interest ($2,111.42) and 
tax interest ($47.15) eliminated by the Commis- 
sioner; that 

(d) non-allowanee of these realized losses in 
business as a deduction causes the pertinent defici- 
encv herein involved to operate as a tax on eapital: 
that 

(e) tax exempt income and tax exempt expense 
peculiar to the insurance business requires like 
treatment in equity; that 
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(f) the net loss claimed for the year 1928 (de- 
dueted from the net ineome for the year 1930) 
should be increased $1,044.34 and (petitioner aceept- 
ing the depreciation adjustment as made by the 
(ommusstoner) the 1980 income should be increased 
$1,344.35, resulting in an additional taxable income 
for the vear 1980 in amount of $300.01. 

(6) Wherefore, the petitioner prays that this 
Board may [5] hear the proceeding and determine 
that the deficiency due from the petitioner for the 
vear 1930 should not be in excess of $36.00. 

PACIFIC EMPLOYERS INSUR- 
ANCE COMPANY 
By W. R. KILGORE 
President. 
By VICTOR MONTGOMERY 
Secretary. 
928 South Figueroa Street, 
Los Angeles, California. 


State of California, 
County of Los Angeles—ss. 


Victor Montgomery, being duly sworn, says that 
he is the Secretary of the Pacific Emplovers Insur- 
ance Company, the above named petitioner; that 
he has read the foregoing petition and is familiar 
with the statements contained therein and the faets 
stated are true. 

VICTOR MONTGOMERY 
928 South Figueroa Street. 
Los Angeles, California. 
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Subseribed and sworn to before me this 30th day 
of November, 1932 A. D. 
FANNIE de GAUNA 
Notary Public in and for the County of Los An- 
geles, State of California. [6] 


State of California, 
County of Los Angeles—ss. 


W. R. Kilgore, being duly sworn, says that he is 
the vice-president of the Pacific Employers Insur- 
ance Company, the above named petitioner; that he 
has read the foregoing petition and is familiar with 
the statements contained therein and the facts stated 
are true. 

W. R. KILGORE 
928 South Figueroa Street, 
Los Angeles, California. 


Subseribed and sworn to before me this 30th day 
of November, 1932 A. D. 
FANNIE de GAUNA 
Notary Public in and for the County of Los An- 
geles, State of California. [7] 


8 Pac. Employers Ins. Co. vs. 


TREASURY DEPARTMENT 
Washington 
Oct. 7, 1932 
Pacific Employers Insurance Co., 
928 South Figueroa Street, 
Los Angeles, California. 
ane: 

You are advised that the determination of vour 
tax hability for the year(s) 1980 discloses a defici- 
eney of $1,193.45, as shown in the statement at- 
tached. 

In accordance with section 272 of the Revenue 
Act of 1928, notice is hereby given of the deficiency 
mentioned. Within sixtv davs (not counting Sun- 
day as the sixtieth day) from the date of the mail- 
ing of this letter, von may petition the United 
States Board of Tax Appeals for a redetermina- 
tion of your tax liability. 

HOWEVER, IF YOU DO NOT DESIRE TO 
PETITION, vou are requested to execute the in- 
closed form and forward it to the Commissioner of 
Internal Revenue, Washington, D. C., for the atten- 
tion of IT:C:P-7. The signing of this form will 
expedite the closing of vour return(s) by permit- 
ting an early assessment of any deficieney and pre- 
venting the accumulation of interest eharges. since 
the interest period terminates thirtv days after 
filing the inclosed form, or on the date assessment 
is made. whichever is earlier; WHEREAS IF 
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THIS FORM IS NOT FILED, interest will aceu- 
mulate to the date of assessment of the deficieney. 


Respectfully, 
DAVID BURNET, 
(‘ommissioner. 
By J. C. WILMER, 
Deputy Commissioner. 
Inclosures: 
Statement 
Form 882 
Form 870. [8] 


BREOBIT A. 


STATEMENT 
IT: AR :E-6 
JHL-60D 
In re: Pacifie Emplovers Insurance Co., 
928 South Figueroa Street, 
Los Angeles, California. 


Income Tax Liability 


Year—1930. 

Tneome Tax Liability—$6,042.81. 
Ineome Tax Assessed—#4,849.36. 
Deficiencv—#1.193.45. 


The deficiency shown herein is based upon the 
report dated March 31, 1932, prepared by Revenue 
Agent G. W. Givan and transmitted to you under 
date of April 20, 1932, which report is made a 


part of this letter. [9] 
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KAHIBIT B. 

Revenue Agent G. W. Givan’s report, transmitted 
under date of April 20, 1932, incorporated as part 
of assessment letter. 

Pacifie Emplover’s Insuranee Co. 

TABLE OF CONTENTS 


Preliminary Statement. 


Schedule 1 Net Income. 
= 1-A Explanation of Items. 
2 Computation of Tax. 


PRELIMINARY STATEMENT 

The deficiency in tax proposed is due to the ad- 
justment of depreciation in 1980 and the elimina- 
tion of nontaxable interest and dividends deducted 
in the computation of the net loss for the vear 1928. 

The changes have been discussed with Mr. B. H. 
Dennison, taxpayer’s accountant, who does not 
agree to changes made in the net loss for 1928. He 
does not agree to the T. D. 4809 which requires the 
inclusion of nontaxable income in computing a net 
loss. 

Depreciation as recommended is believed to be 
substantially correct and none has been claimed 
on exhausted assets. 

The indicated net loss of $136,533.65 for the year 
1927 has been applied against the net income of 
$123,195.93 for the year 1929. It is rather evident 
from a casual examination of the retained return 
for these vears that any changes developed for the 
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vears 1927 and 1929 would not be sufficient to ab- 
sorb any of the 1928 loss which has been appled 
against the 1980 income. [10] 


SCHEDULE 1. 
Year ended December 31, 1930. 


Net Income. 


Net income as disclosed by return $40,411.33 
As corrected 90,306.79 
Net adjustment $ 9,945.42 


Unallowable deductions and 
additional income: 
a. Depreciation overstated $1,344.35 
b. Net loss year 1928 
overstated 8,601.07 


Net adjustment as above $ 9,945.42 


SCHED ULE: 124. 
Year ended December 31, 19380. 


Explanation of Items. 
a. Depreciation recommended 888.70 
Depreciation claimed 23.00 


Difference $1,344.35 


Difference is due to change in cost basis and to 
the elmination of depreciation for prior vears de- 
ducted in 1930. 
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Detail of Depreeiation Recommended. 


Assets Cost Rate Amount 
Conerete-frame 
office 1926 $12,000.00 


1929 14,290.00 


$26,290.00 3% £788.70 
Frame 
rentals 1930 4,000.00 5% 6 mo. — 100.00 


Depreciation allowable $888.70 
Bo 
Brought forward $888.70 , 
Jepreciation per return 2,233.09 
Excessive depreciation $1,344.35 | 
b. Net loss vear 1928 as | 
claimed on return $92 368.43 
Net loss year 1928 as amended 83,767.36 
Difference $ 8,601.07 
Difference due to the elimination of 
dividends and nontaxable interest de- 
ducted by the taxpayer in computing | 


the net loss for the year 1928. This is 
in conformity with Treasury Decision 
4309—March 7, 1931. 
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Detail. 


Net loss per return 1936 $228,902.08 
Less: 
1927 loss ineluded therein 136,533.65 


Net loss per return 
item 22(b) $ 92,368.43 


Less: 
Depreciation on concrete- 
frame building cost 
$12,000.00 
at 3% £360.00 
Federal Stamp 
taxes paid 34.56 394.56 


$92,762.99 


Plus: 
Interest Muni- 
cipal bonds 
deducted $2,111.42 
Dividends corpo- 
ration stock 
deducted 6,837.06 
Interest received 


income tax 
refund AT.AD 8,995.63 


Net loss year 1928 
as amended So 10 t200 


13 


[12] 
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Reeoneihation Municipal Bond Interests 193 


Interest received 1930 $3,704.50 
Interest aeerued 12/31/29 1,360.00 

45,064.50 
Less: 


Interest purchased 1930 $ 324.59 
Interest accrued 


12/31/29 1,945.00 2,269.59 
Nontaxable interest as reported $2,794.91 


Schedule 2. 
Computation of Tax. 


Year ended December 31, 1930. 


Net income for taxable year $50,356.79 
Balanee subject to tax $50,356.75 
Income tax at 12% $ 6,042.81 
Total tax assessable ¢ 6,042.81 
Total previously assessed 4,849.36 
Additional tax to be assessed S 119345 


[Endorsed]: U. S. Board of Tax Appeals. Filed 
Dec. 5, 1932. fila] 


Comin. of Internal Revenue IS 


[Title of Court and Cause. ] 
ANSWER. 


The Commissioner of Internal Revenue, by his 
attorney, General Counsel, Bureau of Internal Rev- 
enue, for answer to the petition of the above-named 
taxpaver, admits and denies as follows: 

(1) Admits the allegations contained in para- 
eraph (1) of the petition. 

(2) Admits that the notice of deficieney was 
mailed to petitioner on October 7, 1982. 

(3) Admits that the tax in controversy is in- 
come tax for the vear 19380. 

(4) Denies that the respondent erred as alleged 
in paragraph (4), subparagraphs (a) to (e), in- 
elusive, of the petition. 

(5) Denies all the material allegations con- 
tained in paragraph (5), subparagraphs (a) to (f), 
inclusive, of the petition. 

(6) Denies generally and specifically each and 
everv allegation contained in the petition not here- 
inbefore admitted, qualified or denied. 

WHEREFORE, it is prayed that the taxpaver’s 
appeal be denied. 

(Signed) C. M. CHAREST 
General Counsel, 
Bureau of Internal Revenue. 
Of Counsel: 
FRANK A. SURINE, 
Special Attorney, 
Bureau of Internal Revenue. 


[Endorsed]: U. S. Board of Tax Appeals. Filed 
Jan. 10, 1933. [14] 


16 Pac. L:mployers Ins. Co. vs. 


[Title of Court and Cause. ] 

AMENDMENT TO PETITION. 
Petitioner amends its petition herein as follows: 
By adding to Paragraph 4 of the original peti- 

tion the following subsection: 

(f) the Commissioner has erroneously used 
the difference between the claims filed as of the 
end of the vears 1929 and 1930 in conjunction 
with the losses paid to establish the lability 
for the unpaid losses to be deducted for income 
tax computation. 


By adding to Paragraph 5 of the original peti- 
tion the following subsection: 

(g) the computation of the losses to be de- 
ducted in aecordance with the report filed by 
deponent with the Insurance Commissioner of 
the State of California and as provided by the 
law of the State of California, submitted on 
the Convention Edition Form were as follows: 


[15] 
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Losses paid in 1930 S 812130. 74 
Less salvage adjustments 6,934.19 


Losses unpaid at end of 1930 596,532.85 


1,462,334.10 
Losses unpaid at end of 1929 440,518.52 
Total deductible losses 1,022,015.88 
Losses erroneously reported in 
1930 Return 882,632.55 
Understatement of losses $ 139,383.33 
Net income reported in 1930 $ 40,411.35 
Additional losses per above 
statement EB tea es 


Create a Statutory Net Loss of $ 98,972.00 


By taking from Paragraph 6 of the original peti- 
tion the full sentence thereof; and 
By adding to Paragraph 6 of the original 
petition wherefor the taxpayer petitioner re- 
spectfully prays that this Board may hear and 
determine its appeal. 
PACIFIC EMPLOYERS 
INSURANCE COMPANY 
By W. R. KILGORE 
Vice President. 
By B. H. DENISON 
Assistant Secretary. 
928 South Figueroa St., 
Los Angeles, California. 
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State of California 
County of Los Angeles—ss. 

B. H. Denison, being duly sworn, says that he is 
the Assistant Secretary of the Pacific Employers 
Insurance Company, the above named _ petitioner; 
that he has read the foregoing petition and is 
familiar with the statements contained therein and 
the facts stated are true. 

B. H. DENISON 
928 South Figueroa St.. 
Los Angeles, California. 


Subseribed and sworn to before me this ........ dav 
of Apfil, 1934 «# D. 
FANNIE de GAUNA 
Notary Public in and for the County of Los An- 
geles, State of California. [16] 


state of California 
County of Los Angeles—ss. 


W. R. Kilgore, being duly sworn, says that he 
is the Vice President of the Pacifie Emplovers 
Insurance Company, the above named petitioner; 
that he has read the foregoing petition and is 
familiar with the statements contained therein and 
the facts stated are true. 

W. R. KILGORE 
928 South Figueroa St., 
Los Angeles, California. 
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Subseribed and sworn to before me this ... day 
of April, 1934 A. D. 
FANNIE de GAUNA 
Notary Publie in and for the County of Los An- 
veles, State of California. 


[Endorsed]: U. S. Board of Tax Appeals. Filed 
Alay 1, 1934. [17] 


[Title of Court and Cause. ] 
ANSWER TO AMENDMENT TO PETITION. 


Now comes the Commissioner of Internal Reve- 
nue, by his attorney, Robert H. Jackson, General 
Counsel, Bureau of Internal Revenue, and in an- 
swer to the amendment to petition of the above- 
named taxpayer, admits and denies as follows: 


4.(b) Denies that respondent erred as alleged 
in paragraph 4, sub-paragraph (f) of the Amend- 
ment to the Petition. 


o.(2) For laek of information and knowledge 
sufficient to form a belief as to the truth or falsity 
of the allegations as contained in sub-paragraph 
(¢) of paragraph 5 of the amendment to petition, 
denies the same. 


Denies generally and specifically each and every 
allegation contained in the amendment to petition 
not hereinbefore admitted, qualified or denied. 
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WHEREFORE, it is prayed that the Commis- 
sioner’s determination in all things be approved. 
ROBERT H. JACKSON 
General Counsel, 
Bureau of Internal Revenue. 
Of Counsel: 
ARTHUR L. MURRAY, 
Special Attorney, 
Bureau of Internal Revenue. 


[Endorsed]: U. S. Board of Tax Appeals. Filed 
Jun. 11, 1934. [18] 


[Title of Court and Cause. ] 
STIPULATED STATEMENT OF FACTS. 


iT 18 STIPULATED. BY AND BETWEEN 
THE PARTIES HERETO, by their respective 
counsel, the Honorable Board consenting: 


I. 

Petitioner hereby waives the questions raised by 
the allegations of subparagraphs (a), (b). (¢). (d) 
and (e) of paragraph 4 of the Petition, leaving for 
decision only the issue raised by subparagraph (f) 
of paragraph 4 of the Amendment to Petition. 


II. 
Petitioner is the type of insurance company 
which is subject to tax under the provisions of 
Section 204 of the Revenue Act of 1928. 
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JUG 

That the tax in controversy relates solely to the 
vear 1930. 

Dye 

That if the method of computing taxable income 
apphed by respondent is sustained bv the Board, 
then petitioner will be required to pav a defieienev 
tax in the amount of $1,193.45, as set forth im the 
deficiency letter issued by respondent. 

If the method of computing taxable income which 
your petitioner contends is correct is sustained bv 
the Board, there is an over-payment of petitioner 
in the amount of $1,212.24. [19] 


V. 

That the onlv items in the computation of tax- 
able income involved in this controversy are two 
factors necessarv to arrive at the amount of a 1930 
deduction for losses ineurred and consist of unpaid 
losses at the beginning and at the end of the vear 
1920. 

vo 

That petitioner, Pactfie Emplovers Insurance 
Company. was incorporated under the laws of the 
mie Of Galiforma on July 26, 1923, and com- 
menced business under Certificate of Authority 
issued to it by the Insurance Commissioner of the 
emate ot California on October 1, 1923, and is now 
and at all times since said date has been operating 
an insurance business under said authority. That 
said business is confined solely to the State of 
California, and is regulated solelv by the laws of 
the State of California. 


to 
bo 
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That the principal business written by the peti- 
tioner is Workmen's Compensation Insuranee and 
approximately fourteen-fifteenths of the net pre- 
mium imeome of petitioner for the year 1930 was 
from this source. That a large portion of this 
business is written on a policyholders participating 
basis. That the balance of the premium income of 
petitioner was from automobile Habihty, collision 
and property damage insurance, principally, and a 
small volume from public lability and theft in- 
suranee. 

VALI. 

That with respect to the year 1930, vour peti- 
tioner filed its income tax return on Form No. 1120, 
as required by respondent. That said income tax 
return shall be deemed to be in evidenee hereim 
and the pertinent portions thereof may be referred 
to by the parties and by the Board in the discus- 
sion and consideration of the question presented. 


VoL 
That said income tax return on Form No. 1120 
contains the following items, to-wit: [20] 


‘Losses paid £865.801.55 
End (losses unpaid at end 
of 1930) 1930 $660,980.00 
End (losses unpaid at end 
of 1929) 1929 644,149.00 16,831.00 
Losses Incurred $882,632.55 
VIII (a) 


That of the total of $660,980.00, above stated, the 
sum of $60,884.00 relates to liability claims, and the 
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balance of 600,096.00 relates to compensation 
claims. 

That of the total of $644,149.00, above stated, the 
sum of $41,491.00 relates to Hability claims and the 
balance of $602,658.00 relates to compensation 
claims. 

That the amount of losses unpaid above stated, 
which were stated in said form No. 1120, are com- 
puted as follows: 

The losses unpaid on lability claims are cleter- 
mined from an estimate of the ultimate cost of final 
adjustment of each outstanding unadjusted claim 
made by a Claim Examiner, the total being the 
sum of such estimates on each such clam. That in 
estimating such lability claims, the Claim [xam- 
iner considers the following elements: 

a. The existence of legal hahility of the poliev 

holder ; 

b. The nature of the injuries; 

e. The amount demanded by the claimant; 

d. The probable cost of compromise settlement : 

e. The estimated amount of judgment if the 

elaim is unsuccessfully defended. 


That the losses unpaid on compensation clatns 
are determined from an estimate of the ultimate 
eost of fina] adjustment of each outstanding unad- 
justed elaim made by a Claim Examincr. the total 
being the sum of such estimates on each sueh elaim. 
That in estimating sueh compensation claims, the 
Claim Examiner considers the following elements: 

a. The existence of legal liability of the policy 

holder. 
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b. The nature of the injuries; 

e. The amount of benefits provided under the 
Workmen's Compensation Insuranee and 
Safety Act of California ; 

d. The effect of a particular type of injury upon 
the injured individual, considering his age, 
general physieal condition and morale; [22 ] 

e. [Estimates of attending physicians (which may 
be conflicting) as to the duration and effect 
of disability caused by an injury; 

f. The potential liability in each case of per- 
manent or new and further disability and 
awards of the Industrial Accident Commis- 
sion therefor during the continuing jurisdic- 
tion of said Commission under Section 20 (d) 
of the California Statute, for a period of 245 
weeks from the date of injury. 


The provisions of the Workmen’s Compensation 
Act of California as administered and interpreted 
by the courts of California. [23] 

That the estimates of individual Claim Exaimin- 
ers. with respect to particular claims, sometimes 
vary considerably. 

That such estimates are nade at the inception of 
each claim presented and are revised from time to 
time. 

x. 

That in addition to the income tax return on 
Form No. 1120, above mentioned, petitioner filed 
with said Form No. 1120, and attached thereto, a 
copy of pages 1 to 20, inclusive, of its ‘Annual 
Statement for the Year Ending December 31, 1930. 
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of the Condition and Affairs of the Pacific FEm- 
plovers Insuranee Company’, of the Form ‘‘ Mis- 
eellaneous Stock Companies—Convention Edition 
1930°°. That said portion of said Annual Statement 
is from the “‘Annual Statement Approved by the 
National Convention of Insurance Commissioners”’, 
referred to in subparagraph b (1) of Section 20+ 
of the Revenue Act of 1928. 

That said portion of said Annual Statement mav 
be deemed to be a part of the record herein and 
may be referred to in the consideration of this ease. 
For the purpose of making an exhibit. complete in 
itself. certified copies of pages 3, 4, 5 and 8 of said 
portion of said Annual Statement which was sub- 
mitted with the 1930 return, are filed herewith, in 
connection with certified copies of pages 24 and 25 
of said Annual Statement for the year 1930, as 
filed with the Insurance Commissioner of the State 
of California. Said certified copies are marked, 
respectively, petitioner’s exhibits 1, 2, 3, 4, 5 and 6. 

That for the purpose of this case all of the state- 
ments contained therein are deemed to be correct. 


X. 

That the items of unpaid losses appearing in 
said Exhibits. as hereinafter specified, are com- 
puted in accordance with the [21] provisions of 
Section 602 (a) of the Political Code of California. 
That for convenience, a copy of said statute, certi- 
fiel hy counsel to be correct, is attached hereto 
and may be marked petitioner’s Exhibit 7. 


26 Pac. Employers Ins. Co. vs. 


That Section 602 (a) of the Political Code of 
California is the law governing the business of 
petitioner and the unpaid loss items set forth in 
said Annual Statement (Exhibit 4) represent the 
highest Aggregate Reserve, after deduction for re- 
insurance, called for at the beginning and end of 
the taxable year by said law of said State of Cali- 
fornia. That said unpaid losses represent stuns 
which have been actually held by petitioner, as 
shown by said Annual Statement (Exhibit 4). 


XI. 

That the amount of unpaid losses as indicated by 
said Exhibit 4 are as follows: 
Losses paid during taxable year 1930, 

plus salvage and reinsurance recover- 

able outstanding at the end of the pre- 

ceeding taxable vear, less salvage and 

reinsurance recoverable outstanding 

at the end of the taxable year $865,801.55 
Unpaid Losses outstanding 

at the end of 1930 $596,532.85 
Unpaid losses outstanding 

at the end of the preced- 

ing taxable vear 440,318.52 156,214.33 


Loses Incurred $1,022,015.88 
Respectfully submitted, 
F. BRITTON McCONNELL 
Counsel for Petitioner. 
ROBERT H. JACKSON 
Counsel for Respondent. 


[Endorsed]: U. S. Board of Tax Appeals. FJ 
Jun. 20, 1934. [24] 
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A Bt 
III—-DISBURSEMENTS ———— a fa ae 
a (a) a a a 

DEDUCT | 


Gross amount paid i 
for losses 4 


Net a iat paid oS 
| cont paid Dey 


Grose Salvage (Sched. H)| ___Relnsurance| | Total deduction or losses 
1. Accident 
2. Health SE aed 
SOeeter. a 
4. Auto Liability |—7Z272- 042\84 
6, Liability other then ante | —_ 4 2 20 Pei 
6. Werkmes’s compensation Ltt ELIE /7 £234 ey, &, AY LCA 
7. Fidelity 
8 Surety 7 
9. iisMia | : =| a 
10.° Burglary and theft A aF VERT) 
11. Steam boiler =. |—————_-_—_ 
12. Machinery... Se eS SS SS 
13. Ante property damage — fk 1d 3 fst fol 2 lf G a3. 
Pe Avtocoision (22 ¢27 67) g6 59 LI¢ AY Z| 


~ 
° 


2 
a9 


SRARREERS ESE BSS 


290A. Home office travel . 


. Furniture and fixtures $. ere 
- Bureau and Association dues and assessments . 


‘ Borrowed money ae (gross) . 
. faterest on borrowed money 2 Ae rere ct eo 
. Agente’ balanceschargedo@ 2. 7 wwe le sae ececeeeas 


Investigation and adjustment of claims, viz: 


Accident = &____......... wot Health = Gn. 3 es Auto ability 9/2 29927, 

on eee ne a WITTE oe ; Fidelity G.searncsneneeeen} Surety tee 

Plate gies Gs Rarglary ond heft $n ; Steam boiler 8... nreeserenreseens Machinery , eee rt || : 

sexs 3 220023. ; tan cota dent ent a : BekebatiyBAa!4, te dha d 
Policy fees retained by agents. peo 2 a a 
Commissions or brokerage, less amount eo on return peoatieal and leeisitince Pe the following bic 

Accident 9 &_____.....-: Health er FL -) peel Se _t Auto lsbitity @ £32 725, | 

uamyanaees g  /5 S27 , ween, PPTL ; Fidelity Pearse ne ; Surety (2s ene 

Plate glass a Dengiay ond teh a tzed 7, Steam boller 8 eee : Machinery  &__-------— 


<< 2 aw etin 3 AIG OS, rome gs wlll. s_Lbe = 
NeW a a Mec es : ; 


Rents, including 2-0 "= tor company’s occupancy of its own buildings . 
Repairs and expenses (other than taxes) on real estate . 

‘Taxesoniresiestate. 690 te we i wg ed P| 
Taxes, licenses and fees: 

(a) State taxes on premiums 

(b) Insucance department 

(c) Other state taxes 

(d) Federal o 6 
(e) All other ee estate) , 


Scbcktioliers doe dividends (adibunt declafed diring tha year, cash 8.7900 — _; tock Qe) 
Policybolders for dividends, eee $...-....---.ccseccsececnsss. dividends received from reinsuring companies 4 


from United States Branch (gross) . 


. i sats oesede on none as omaprorore 


: SA ac lead ae sone ialaomeaaal viz: 
(0) Real estate, per Schedule A. wihtoes! 9s) “ee i at —gusl | 
oe a ee emer ro bbb ee | ie 
) Siieke, paste D.C; J a se ee. anes) | Loh de dee: 
. Gross decrease, by adjustment, in book valu of ager et, viz: : . ; 
(e) Real estate, perScheduleA . — al { 
(b) Bonds, per Schedule D . ee | | 
Tialpbouiwets Mee «2 . . , . «we . ee ee 
Batawcn., « Glee 6 «© © «§ © © ‘| eat Sed oa | 


ee 


(a) hater “Credit, “Live Stock,” or “Sprinter.” 
. | 
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: $04, CLES OG a ee 
vii a g* gL: Zz (Mere or wach of Company) : 
= ; : ad ; ; ; Fs ' foe 
IV—LEDGER ASSETS 
\. Book value of real estate (less $ SE tL. incumbrances), per Schedule WM ee : | 


2. Mortgage loans on real estate per Schedule B, first liens $ ft Inte 
other than first F 3 
3. Loans secured by pledge of bonds, stocks or other collateral, per Schedule C 


4 Book valueol bonds, $ A es ap vand 
atocks, $ A i. . Af FEA ; per Schedule D 
5. Cashin company's office : et 
6. Deposits in trust companies and banks not on interest, per Schedule N oe Pe 
7. Deposits in trust companies and banks on interest, per Schedule N ie 
x Grnss premiums, less return premiums and reinsurance, in ce eee collection, viz: i 
ree aa Tatas ane ta ine 
9. Accident : 5 ‘ Z 5 . 5 5 eS 5 nif BUT eceen te ea Jf 
10. Health ee ee. uc eee See AE tn re 


11. Non-cancellable AU? health 
12. Auto Itability Le: pune, 
13. Liability other than auto 

14. Workmen's compensation 

18. Fidelity , 

16. Surety 5: See 

17. Plate glass Ge 8 


18, Burglary and theft 

19. Steam boiler ¢ @ & om 

20. Machinery. . . a 6 

21. Auto property damage . . - - - 

22. Autocollision 2. 6 6 8 et le 

23. Property damage and collision other than auto 

Ly (Serene reer ei erent ga eh re eee Bs eeemoo 

25. Torats 222 23100) 4/7 ean eee 
QemeBillsereceivable. = 3s wt olp 
27 

2. ea 8 LO IOD 
20 Cl 2117 
81 Ledger Assete, as per Balance on page 3 


NON-LEDGER ASSETS 


32. Interest due, $_.........................and accrued, §_. ..on mortgages, per Schedule B . 

33. Interest due, $..............-----..and accrued, $....... on collateral loans, per Schedule C, Pati. 

84. Interest due, 8 annetnneeean nn And accrued, $e cceseeecomnsene’ on bonds, not in default, por Schedule D, Past 1 

35. “fae. on other assets (give items and ameants); 

36. 

37. 

38. Rentedue, $_.2.._..........._..and accrued, 8.00200... eed 

39. Market value of real estate over book value, perScheduleA . . . » «© «© «© = © 

40. Market value (not including interest in Item 34) of bonde and etocks over book value, perScheduleD . . . 

41. Other non-ledger assets, 

ie a te ee 
43. Seeratsfeceh sane 


DEDUCT ASSETS NOT ADMITTED 
45 miCompany eetock OWNed, $:c2.scc ee ei 3) loans On, $s e oscar 
46. Supplies, printed matter and stationery. 
47. Furniture, fixtures and safes 


° ° . . . . . 


48. Groes premiums in course of collection effective prior to October 1 of current year 
49. Bills receivable 
60. 


Loans on personal security, endorsed ornot : 


52. Book value of real estate over market value, per Schedule A 

53. Book valueof bonds and stocks over market value, perScheduleD . 

64. Book value of other ledger assets over market value, viz: 
35. 
66. 


4 
{ 


58. Total Admitted Assete 
(a) Enter “Credit,” “Live Stock," of "Sprinkler." 


Sg 
1a 49098 vd 


V—LIABILITIES 


ay (2) Cd @) (8) 


(e, 
cong: } P F | “ . | 
1. Losses and cams: : : "Deduct rein- Net unpaid | Fetal DEL me aera 
Adjusted or in ae | surance per chains excluding | Incurred but not penance elite teense 
Process of ic schedule E column incurred but reported expenses of investigation 
adjustment (2) nut ceported \ end adjustment) 


. Accident . 
. Health 2. 

1d) Roancametande 
+ eettbont cad beat 


. Fidelity. . 


2 
3 
4 
& 
6. Surety . : 
7. Plate glass . 
8. Berglary and tefl 
9. Steam boiler 


10. Machinery . |—-——-—— 


11. Aste property domage G 
(2. Auto collisioa Ata 
13, "at teter ps ee 
4. (oj hd 
(5. ToraLs é LAK j 
16, Reserve for unpaid liability losses © =. 2 2 22. 1 ee ee 8S. eae 75 
and Workmen's Compensation —_ See ieee (eects oo 6 IAS, 3.2 FS AA4 | 
7. Reserve for credit losses on policies expiring in October, November and December of current year, being fifty : 
per cent of $.____________., gross premiums received on said policies, less §......-.---+-meo-e—s paid oo losses 
fundesjeail policies’ 56 te ew eo erecncamee eeerncnceneerc eer 
8. Reserve for accrued losses on credit policies in force December 31 of current year, being fifty per cent of 
$_____..._._._. earned premiums on said policies, less §..—.-..—.-.---.—--- paid on losses under said policies 2... cosone det Scoicoes 2 
9. (otalpunpaidiclaima’ ss] swe) ee 6 6 af 
0. Estimated expenses of investigation and adjustment of uapaid claime: 
1. Accident §______...-.; Health Cera Cape 
2. Serety $_.....--..3. Plate glass $...._——.—-.} Bargiery and hell 
B. Machinery  $.--___-___-; date prep demegs 8.0220 ——..; Mate collnion 
é (8)... : oe Eee peee rs eas Sea Ase eenamsenomenias | meee 
6 Total unearned premiums as shown i ui page7 . 


&% (0) Additional reserve on non-cancellable accident and health policies $.............-.sscs0-+: polene3$ Sere recceeceecee reserve on policies reinsured ce. occ nese eneecemeene 2 
.3. Commissions, brokerage and other charges due or to become due to agents or brokers on policieseMectiveoooraltssOciscer lofcurrenty car, viz: 


1. Accident $.._____; Health Cee perpen + lle aily 
» “Eos Ap EE emg, § £06999", Fideity 8 Surety 
>. Plate gloss ety. Dainty onl Get 8... 3 Steam boiler $...._. i Machinery 
> wh bb tend 8. 2A£26.54; roto collision $..-—_____; MESES. 8 3 (2)... 
Salaries, rents, expenses, bille, accounts, fees, etc.,dueoraccrued . . . Meo so 6 » « : 


Estimated amount hereafter payable for federal, state and other taxes based upon the business of the year of this statement 


Dividends declared and unpaid to stockholders, §______...___._., to policyholders, 8... ene se 6 o 
Due and to become due for borrowed money . ww wel tls ar oe 8 6 oc 4 


Total amount of all liabilities, except capital 


CeCe MEME Pace kc ee 8 eG ew ee Cong ~~ | 
48. Serpluses regarde policyholders . ws wt | 
42. Total co CoG eee 


te) Rater “Credit (on policies expiring prier to October of current year), “Live Stock," or “Sprinkler.” , 
(0) Enter “Credit,” “Live Stock,” or “Sprinkler.” | 
() Sante reamrve basis and describe methods used. 

@ ltededing 8—____for preseat veles of life indemnity claime. ' 


pee a a tous 
Cempanp) 
Bie a Se 
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UNDERWRITING AND INVESTMENT EXHIBIT 
Showing the Sources of the Increase and Decrease la Surplus Durlog the Year 


= * 7 ‘ e 
Gat iN Sugrtus Logs In SURPLUS 
UNDERWRITING EXHIBIT | | es = 6 - 
‘ | | 
PREMIUMS 
1, Total premiums, per item 20,page2 2. ws LAG3 989? ie 


2. Add unearned premiums and additional reserve December | 
31 of previous year, per iter 8 of last year's exhibit . |... 


3. Total . 


4, Deduct unearned premiums and additional reserve | 
31 of current year, per items 25 and 25% page 5 . 


5. Premiumsearned during the year. ti; _ LbOGA7OI9 
LOSSES 
6. Losses peid, per item 17, page3 . po BF LADBL DY, 
7. Add salvage and reinsurance recoverable December 31 lf a 
of previous year, per item 13 of last year's exhibit =. «......... nA 8. calens 


8. Total . © peep h hGJAAS OS 
4 | 


9. Déduct selvage and reinsurance recoverable December 31 {° 


of current year, per items (a) .......... OY on page 4, 
10. Balance cca . 
11. Aad ups ime December 1 cuent year, peritem i, 

peged . ° 
2. . Total . 


13. Deduct unpaid lea December 81 of previous ya, bas 
item 15 of last year’e exhibit. 


14. Loeses incurred during the year 


UNDERWRITING EXPENSES 


18. (c) Underwritin; ert axitoe east bag duriog the Figg AL 


16, (e) Add underwriting expenses unpaid December 31 
» of current al pet liabilities exhibit, page 5, vies—.... 


acsecsetesasense: ersemeernecersnmsanmennecoatonn! saromewecenrase [fone 


17. Total . 


18. Deduct underwriting expenses unpaid December 3] of | 
previous year, per item 20 of tases year's exhibit . 


19. Underwriting expenses incurred during the year 


| bayer 


UNDERWRITING PROFIT AND LOSS ITEMS | 


Gain from: 


Agents’ balances charged off, per item 50, page 3 


Other underwriting disbureements, pes, cr oe | 
exhibit, page rd other than losses 


| 22, l . 
23. Inspections, per item 21,page2 . .  . evamenfesnnece 
2A. Agente’ balances previously charged off, per item 37, page 2 4 ’ 
25. Other underwriting income, per income exhibit, page 2(e) 
26. Total. . 
27. Lose from: 
28. 
20. 


8 


Total. . 


|... 73 AS ZO): 
31, Skee ve es a en AS 4 


2. Bille receivable and premiums in co! f collection 

4 ‘not admitted December 81 of previous year, pe = 
37 of last year’s exhibit . 5 previous yoy bes it 

33. Bille receivable end premiums in f ne | 
not admitted December 31 of in cue fs items | 
48 and 40, page 4 ey ist 8.4 L231 Ve) 


34. Se ap sits d ED nee 
35. (d) gh £92... from profitand loesttems |. ep eee 2 14163672 


36. Mee tee, underwriting and profit and loss 
Items during the year (Carried forward) . 


pas ! 
SE En nee ee 


. . 


. 5 : a e ‘ 
3 cece cmes number, of each item or portion thereof included herein. 


a order to secure aniformity in the reports eH the various companies, all companics are tirectes! te include in this iter all dashar 
page 3; agente’ balances charged off, in item 60, page 3; repairs, Cy und tages on real entate, ouch ather Comes anil fees ae ay 
stockholders; loes on sale or maturily and decrease in book value of ledger asecta, and such other itenss, of any, 19 ore known tea; 


expenses one-eighth of one per cent. of the mean invested sescts, vie: Keal 


Powne |, 
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Reserve for Unpaid Liability Losses December 31 of Current Year 
SCHEDULE OF EXPERIENCE 


- - 
=e ee 


— ~ rs = _ 


) Grose liability Pr 
. ee ,a ae see meen ae eames LIABILITY SUITS PENDING DEC. 31 OF CLRRENT YEAR Ta eect Teta) labuey 
a Dae ara pea loes payments payments eet i | Amount Total suit liabslit feeerve foe tty ere vip 
(See notes b and c) (Col'3 plus Col. 6) | Tdivaled by | Nomber | tor ReOUn) ange Stand 1) 
= _ __ q) Q) oe ae : } each suit Col, 10) ‘ 
Ist Period $ <i . {a ae — er — 2. 12) (13) 
Prior to 192) Ee ee ae 
od i) S -¢+ ——— — aa ! 
no ce i 
1992 : 
; 1923 
1924 
1925 2 ; 
1926 
ee 2. SOF0 7 Si 3 0 SOOO _ on 
Total 2d period on Ls OF; BAD 2 eee Pe; a ; 74 LED 2 StF >) bt.10: 56) ae 
4 period os PS = -- 44 9%6 EI e Ie is 6 wb. 24 Se. ery fee < + Ps : ALL. 2 ee rte. - sade 
9: ” Pe: * 
to fot o Soho o2 42 AS7]\3! ' : 34 Sf 1 al AGS ie. Pete Cpe ieh  & es g39 va 
. $7 6 90 36 F716 04 I 21,354 \44 : Jo ¢3ajar, fat j 67.7980 gooey A za? 
: 1930 - £9. 074,13 43 : ’ i ¥ aes i a 3 
Deets petoa fe = a Go0g\e4 BP IAAS. 220,66 , Lee 2 17530 - JIN -. 22 7404.-, 597°, ae 
a cel? 7 704 os ~ pKa ated S55 £ 7 ¥ P2493) 77 Gos |t%, Jo- | Mh, 1 9724-4" ga ee 7, 
| ~} 1 Fr} 2 
| mand totals $245. 618%" $3 JE4/94782% 5 Je 332 22152407 af pre GE 477 1 zl $ svo0ll.~ § Shonet- 3,95 JIAF, ia 
Val ; COMPUTATION OF RESERVE FOR U UNPAID LIABILITY LOSSES 
? AS COMPUTED BY THE COMPANY 
Tell act ea P Carry out for year 1023 | 3 g 
60% of ed i Remainder isbit P i amount stated in | ca —<—€—t | sa as ; = 
Year in which liabity _ Sates Se eng ce \ See ! Cola. 17 oF 18, whiche } COREE camer 5 tacucrelA ee 
policies issued in Col. 2, third period in Col. 7. Mf vegative enter “0” | (Col. 11, third period) foe yeas 18221830 reserves for unpaid VCol, 22 divided! 
1 third period | i BGURCMacedin Colt liability losses (Cot 19 plus Cot. 20 bn Cot. 2) } 
a HW Se 0). . = 2), a ESS eer sn feo) . Qi) a os | = 
: $ Joo 6! 8 Go fry, 14\$ e | | $ JI7o et CII FE " 68/7 - | $  o7¢0me ho fy 
Jo 493, 4) ait d OF |- Jooo = Sex 7\ SS ' oat FF | In §7§ 74. oo’ 
(4393066 | | 3975 ao 42 | ee ! 427246, ae 7 
| } = F 
GIF. = > : es £35 = mere ities es fhe 


(24) Reserve for............-....,.-+-.-.Suits pending on policies issued prior to 1921 (Col. 11 first period) | 
; (25) Reserve for._._..............._-__suits pending on policies issued during second period (Col. 11, total second period) SLé ‘ 
— (26) Reserve for third period (total of Col 21) = . AD TIL a 
(2) ___ Total reserve for unpaid liability losses _ (Cary to Oia od Colanan V3, wiechever we grenet)_ IDS ie —————— — 
Distribution of Unallocated Liability Claim Expenses 


For Companies which have been issuing Policies § Years or more. 


a —_ 
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December 31 of current ye 
Amount of earned 
compenaation 

premiums | 
(See notes b anil c) 


| (a) Grves compenaition | 
premiums on policies 
written or renewed 


Total compensation loas ratin (Col 
5 losses (sum of items ke 
i] in Cole. 34 and 37) ed he ED 


Years un whwh 
co npenaation polices 
: were tue! 


 ———_ ae) 16) 
First Period - 4s $ i 
nor 121 f ! 
wet 
. . sad AM 
a | 72 742 \94) 49708) 99) Sri 34) 203 gagled 634 
— 297, 79900 | 597. 7492! DEE ‘ Sat | 561 06894 oF 
e 4 foe. S#e| lel $06, F26)/4 | 6s 967 74 o7t} mF ZEA, | ; 
ba b Jol, SY eat Gal IFES | ee AO oe Le 417) a ae Bg 
i. | Meee ge, beak _| a2 p# 4 84916 = | Lo Sh IEG 62 , 
ete 27 PFN I) 287 gi 2 | 42 Wd 7 Z | : ried a) 2 
Tasiponot 9 fin ved 2712 597 20d)? | arl fA S19 ded Lg 68 ot g i) t | 
a" 204 Eto 209, 19s;19 | 943.002 co} | 21 0Sb\ba | p21 oF OER | 1 70.297 7 | a | 107, ae Ve ee ee 
129 394. Jor TEN, O92 V4 § | bab orges | | 9? | 420, esd )32 | 732, 99044, sae | r7vopi | ie 
_ an Y hese e . if ork : vale ! | | ) 0 ¥ 429 S14 97 he | é yl Gai 993 ie rE, 
tie tye et pn igl od pot he | tool oor 2s | ase Zhtt | 203, 609 44 c ita hes. cid 
Fraand totals 32 74 vos n | 36 192 2S4 | 942.204 ¥4 24, jose | ar7. adel | 85ZL_¢ Az | SSN CPEIA 4 | ____ Ne SEIT Oe 
U , COMPUTATION OF RESERVE FOR UNPAID COMPENSATION LOSSES LL eee 
a -_ ; ie ee a aa = 2 a = = % 7 a AS COMPUTED BY THE COMPANY 
; ; Remainder Voluntary additional | Total compensation | Total incurred 
es policies a eaetive exter “Oy eee ee (Col 44 plus Col. 45) (Catt plus Cal 46) | 


were issued 


(45) 


"Y ) 


| 

| 

I 

| 

¥,, osh,da2 FO | ¥, 040,237 | § 1, PS | 
775, 073 |*4 794, 5q\h2\ 242.497 \39 | 

J 09 


| 4 
: ; $ 7oGZb30}- |} § 

| E. SEP 53 | Z| 
ho est § phe | 163 £94L\9A ‘“G9A Ga = | g ined 
 _-=- $2445 00 sé Tszoor geal?“ s 422 942? 1s 4a ooaler | 2b.7.d im 47e 


| =4 3 ip a es we. 
| (49) Reserve for unpaid compensation losses first period (Col. 37, total first period) i / - SS], - 


(0) Renner unpaid competion ome seznd peri (Total of Cl 8) myrere 
(51) Total reserve for unpaid compensation losses = 
| —_ . Distribution of Unallocated Compensation Claim Expenses 


For Companies which have been issuing Policies 4 years or more, _ 


heh syne = swags Con, Prior to 1921 1921 me q aid ia = | ; = cya = 2 
= C7427 OO I OW A ok dP 
Totals 35 97 | a abditioaal sccnitree en ctid palin, Inn the roars premiums, abatemen| nf of promakacas nd (Gam gincteada, and pepe an] ciand ear te nl PCAN il 


Tas : snieeorei renewed in each of the respective years plus the iti miums, less reture premiums, other than premiums ret 
Notes: (s) There should be included in this column the gross premiums om policies written or Tenet Oo iy aine ait determined excess and additional premiums, this statement? Answer : oli 
m 5 : 1 written during said 2 writtea. Are they to returned es with aad approved by the euperintendent of insurance. 
yeearacd Pre leeetaneataed See ciosoavoleeat ee Se pegs a be credited or charged (0 cay atrace wach booing | arvana’ preminmna, provided # statement of the amount of euch loading bas been Eled 
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[Title of Court and Cause.] 
| Docket No. 68722. Promulgated November 19, 1985. 


As the Revenue Act of 1928 does not allow 
deductions for reserves to insurance companies 
other than life or mutual, a company writing 
workmen’s compensation and liability insur- 
ance may not take as a deduction for ‘unpaid 
losses’’ a reserve based on the amount of pre- 
miums. The deduction allowable is the amount 
computed as its probable liability on claims 
filed. 


F. Britton McConnell, Esq., for the petitioner. 
Arthur L. Murray, Esq., for the respondent. 


OPINION. 


ARUNDELL: The respondent determined a de- 
ficieney in petitioner’s income tax for the vear 1930 
in the amount of $1,193.45. Upon waiver bv peti- 
tioner of several alleged errors there is presented 
but one issue for decision, namely, the amount 
allowable as a deduction for ‘‘losses incurred” 
within the meaning of section 204(b) (6) of the 
Revenue Act of 1928. The parties have stipulated 
that, if the method of computing the amount allow- 
able now advocated by petitioner is proper, there 
Is an overpayment of $1,212.24, otherwise the defi- 
ciency determined by the respondent is correct. 

The facts were stipulated and we incorporate the 
written stipulation by reference as our findings of 
fact. 


34 Pac. Employers Ins. Co. vs. 


The petitioner is an Imsuranece company other 
than a life or mutual company. If is a Califorma 
corporation, its business is confined solely to the 
State of California, and is regulated by the laws 
of that state. It operates under a certifieate of 
authority issued by the Insurance Commissioner of 
California. Its principal business is the writing of 
workmen's compensation imMsurance and approx- 
imately fourteen fifteenths of its net premium in- 
come was from this source in 1930. The balance of 
the premium income was from automobile lability, 
collision and property damage insurance, prinel- 
pally, and a small part from public Hahility and 
theft insuranee. [31] 

In petitioner’s income fax return for 1930 i% 
claimed a deduction for losses meurred in the 
amount of $882,632.55 computed as follows: 


Losses paid £865,801 59 
Unpaid losses end of 
1930 £660,980 
Unpaid losses end of 
1929 644,149 
16,831.00 
Losses incurred $882.632.5) 


The amounts of the unpaid losses as set out ahove 
were determined from estimates of the ultimate cost 
of final adjustment of each outstanding claim made 
hy elaims examiners, the total being the sum of the 
estimates on each claim. In making their esti- 
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mates the claims examiners took into consideration 
a number of elements which might affect the ulti- 
mate cost of adjustment. 

Petitioner filed with its 1980 income tax return a 
portion of its “‘Annual Statement for the Year 
Ending December 31, 1930, of the Condition and 
Affairs of the Pacific Emplovers Insurance Com- 
pany’? as shown on form ‘‘Miscellaneous Stock 
Companies—Convention Edition 1930. 
tion of the statement so filed is from the ‘‘Annual 
Statement Approved by the National Convention 


94 


The por- 


of Insurance Commissioners’? referred to in section 
204(b) (1) of the Revenue Act of 1928. The annual 
statement so filed contains in the list of ‘‘ Liabilities” 
an item designated ‘‘ Reserve for accrued losses * * * 
$596,532.85." It also contains in the ‘‘Under- 


writing and Investment Exhibit’’ the following: 


Losses paid $865,801.55 
Add unpaid losses December 31 of 
current vear 596,532.85 


Total 1,462,334.40 
Deduct unpaid losses December 31 


of previous vear 440.318.52 


Losses ineurred during the 
year 1,022,015.88 


The petitioner also filed the aforesaid annual 
statement with the Insuranee Commissioner of 
Californian. The statement so filed contains an item 
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of $33,879.10 designated ‘‘Total reserve for unpaid 
liability losses’’, and also an item of $554,363.75 
designated ‘*Total reserve for unpaid compensation 
losses."" These two items total $588,242.85. Add- 
ing to this an item of $8,290 listed ‘Total net unpaid 
claims exeept lability and workmen's compensa- 
tion’’ gives the figure of $596,532.85. 

The items designated unpaid losses in the annual 
statement are computed in accordance with the 
laws of California (sec. 602(a), Political Code) and 
represent the highest aggregate reserve, after de- 
duction for reimsurance, called for at the beginning 
and end of the year by the California law. The 
unpaid losses in the above [32] amounts represent 
sums which have been actually held hy the peti- 
tioner. 

The petitioner now claims as a deduction for 
‘“JTosses ineurred”’ the amount of $1,022,015.88, ecom- 
puted as above set out, in place of the $882,632.55 
claimed in its return. In both computations the 
item of ‘‘losses paid’’ is the same, $865,801.55. The 
difference between the parties is as to the amount of 
‘‘unpaid losses”’ to be taken into consideration im 
determining the amount of ‘‘losses ineurred’’ within 
the meaning of the statute. 

Section 204 (b) of the Revenue Act of 1928 pro- 
vides for the inelusion in gross income of tnvest- 
ment and underwriting income ‘‘computed on the 
basis of the underwriting and investment exhibit 
of the annual statement approved by the National 


Convention of Insurance Commissioners * * *.”’ 
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Among the deductions allowable in determining net 
income is that for losses, to be computed as follows 
(sec. 204 (b) (6)): 

To losses paid during the taxable year, * * * 
add all unpaid losses outstanding at the end 
of the taxable vear and deduct unpaid losses 
outstanding at the end of the preceding taxable 


year * * *, 


The statutory provision for the use of the under- 
writing and investment exhibit is limited to the de- 
termination of gross income and does not follow 
through to the determination of net income. While 
the respondent has provided in article 992 of Reegn- 
lations 74 that the ‘‘exhibit is presumed clearly to 
reflect true net income’’, he has in the same sentence 
limited the scope of that presumption by stating 
that the exhibit will be recognized and used as a 
basis ‘fin so far as it is not inconsistent with the 
provisions of the Act.’’ Further, ‘‘ All items of the 
exhibit. however, do not reflect an insurance coin- 
panv’s income as defined in the Act.’> The proper 
use of the exhibit in determining income is that of 
a guide and not a limitation on the application of 
the statute. American Title Co.. 29 B. T. A. 479: 
gues, (Oo Hed. (2d) Sa2. 

In the case of ordinary corporations and of life 
insurance companies and mutual insurance com- 
panies other than life. the taxing statute makes 
provision for deduction of certain reserves In com- 
puting net income. No such provision is contained 


38 Pac. Employers Ins. Co. vs. 


in the provisions relating to insurance companies 
other than life or mutual. Consequently. com- 
pames in the latter classification, as this petitioner 
ix, are not entitled to deduet reserves even though 
they may be required by state law. American Title 
(6., Supra. 

The deduction now sought by the petitioner is a 
deduction for a reserve. While the figure of $596,- 
532.85 now claimed to be unpaid losses at the end of 
1930 is so listed in the underwriting and invest- [33 
ment exhibit, the supporting schedules, as above 
pointed out, clearly show that the figures making up 
this sum are reserves. The details of the support- 
ing schedules show that the starting point in the 
computation of the amounts making up the $596,- 
932.85 1s a percentage of earned premiums. In the 
schedule of computation of ‘‘Reserve for wnpaid 
hahility losses’’ the ealeulation is hased on ‘‘60% of 
earned premiims’’, and in the ‘‘Reserve for unpaid 
workmen’s compensation’? there is used ‘70% of 
earned premiums.’’ Some of the figures for 1929 
are given, but not the final result, and from those 
given it appears that the caleulation for that vear 
was made in the same way. Thus the amount now 
claimed by the petitioner appears to be essentially 
a reserve, which is not available to this tvpe of 
insurance company as a deduction in computing net 
income. 

The amount claimed in the return filed by the 
petitioner and allowed by the respondent was the 
result of a eareful caleulation hased on the claims 
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filed with it. An examiner investigated each claim, 
took mto consideration a number of factors, listed 
in the stipulation, which might affect the amount of 
petitioner's liabihty and arrived at a sum that in 
his opinion the petitioner would be required to pay. 
These sums were totaled and the totals were listed 
by petitioner as the ‘‘unpaid losses** and approved 
by the respondent. In a case analogous on the facts. 
but arising under the different statutory provisions 
of the Revenue Act of 1918, deductions for losses 
calculated as in this case were allowed as ‘‘aecrued 
but unpaid losses..’ Ocean Aceident & Guarantee 
Corporation, Ltd. v. Commissioner, 47 Fed. (2d) 
O82. 

We conclude that the method used bv petitioner in 
reporting unpaid losses in its return was proper 
and that the method now advaneed by it is not in 
accordance with the statute. The respondent’s de- 
termination is affirmed. 

Decision will be entered for the respondent. [34] 
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United States Board of Tax Appeals. 
Washington. 


Docket No. 68722. 
PACIFIC EMPLOYERS INSURANCE 
COMPANY, 
Petitioner, 
Vv. 


COMMISSIONER OF INTERNAL REVENUE, 
Respondent. 


DECISION. 


Pursuant to the determination of the Board, as 
set forth in its report promulgated November 19, 
Poo, it 1s 

ORDERED and DECIDED: That there is a 
deficiency in income tax for the year 1930 in the 
amount of $1,193.45. 

[Seal] (s) C. R. AROUNDELL, 

Member. 

Entered: Nov. 21, 1935. [35] 


[Title of Court and Cause. | 
PETITION FOR REVIEW OF DECISION BY 
THE UNITED STATES BOARD OF TS 
APPEALS. 


To the Honorable, the Judges of the United States 
Circuit Court of Appeals for the Ninth Cireuit: 
Your petitioner, Pacific Employers Insurance 
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Company, in support of this, its petition, filed in 
pursuance of the provisions of Section 1001 (a) of 
the Act of Congress approved February 26, 1926, 
entitled the Revenue Act of 1926, as amended, for 
the review of the decision of the United States 
Board of Tax Appeals promulgated November 19, 
1935, and its judgment entered on November 21, 
1935, in the case of Pacific Employers Insurance 
Company, Petitioner, vs. Commissioner of Internal 
Revenue, Respondent, Number 68722, under Docket 
of said Board, wherein the Board determined a 
deficiency of income tax against this petitioner for 
the calendar vear 1930 in the amount of $1,193.45, 
respectfully shows this Honorable Court as follows: 


ile 

Statement of the Nature of the Controversy. 

1. The petitioner is a corporation duly organized 
and existing under and by virtue of the laws of the 
State of [86] California, with its principal office in 
Los Angeles, California. It operates under a certl- 
ficate of authority issued by the Insurance Com- 
missioner of California and its business consists 
principally of the writing of workmen’s compensa- 
tion insurance, together with small amounts of auto- 
mobile liability. collision, property damage, public 
liability and theft imsurance. 

9 On October 7. 1932, the Commissioner of 
Tnternal Revenue, in accordance with Section 272 
of The Revenue Act of 1928, addressed a letter to 
the petitioner proposing a deficiency of $1,193.45 
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for the ealendar year 1930. Thereafter, and within 
the period preseribed by law, petitioner filed with 
the United States Board of Tax Appeals a petition 
requesting a redetermination of said deficiency, and 
said petition was duly docketed under Docket No. 
68722; thereafter, petitioner filed an amendment 
to said petition. The Commissioner of Internal 
Revenue filed answers in aecordance with law bv 
which were raised the issues determined bv said 
decision of the United States Board of Tax Appeals. 

3. The sole issue remaining in controversy at 
the hearing of this cause before the Board arose 
out of the following facts: 

a) Petitioner is an imsurance eompany 
‘other than life or mutual’’, as described in 
Section 204, Revenue Act of 1928, and _ its 
ineome taxes for the vear in question, 1930, 
ave to be determined under the provisions of 
said section. 

b) On its income tax return for said taxable 
year, 1930, petitioner claimed a_ cdeduetion 
for [37] losses incurred in the amount of $882.- 
632.55, computed as follows: 


Losses paid £865.801.55 
Unpaid losses end of 1930 $660,980 
Unpaid losses end of 1929 644,149 = 16,831.00 


$889 639.55 


The amounts of the unpaid losses as set forth 
above were determined from estimates of the 
ultimate cost of final adjustment of each out- 
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standing claim made by claims examiners. the 
total being the sum of the estimates on cach 
claim. Im making their estimates the claims 
examiners took into consideration a number of 
elements which might affect the ultimate cost of 
adjustment. Said amount of $882,632.55 was 
allowed as a deduction by respondent. S:id 
return was filed by petitioner with the Collector 
of Internal Revenue, Los Angeles, California. 

ec) Petitioner filed with its 1930 return a 
portion of its ‘‘Annual Statement for the Year 
Ending December 31, 1930, of the Condition 
and Affairs of the Pacific Emplovers Insur- 
ance Company’’ as shown on form ‘‘ Miscel- 
laneous Stock Companies—Convention Edition 
1930’’. The portion of the statement so filed 
is from the ‘‘Annual Statement Approved by 
the National Convention of Insurance Com- 
missioners’’ referred to in section 204(h) (1) of 
the Revenue Act of 1928. Said statement con- 
tains in the list of ‘‘ Liabilities’? an item desig- 
nated ‘‘Total Unpaid [38] Claims $596,532.85". 
It also contains in the ‘‘Underwriting and {n- 
vestment Exhibit”’ the following: 


Losses paid $865,801.55 
Add unpaid losses December 31 of 


eurrent year 596.532.85 

Total £1 462.834.40 
Deduct unpaid losses December 

31 of previous vear 440,318.52 


Losses incurred during the year $1,022.015.88 
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The items designated ‘‘unpaid losses’’ in the 
annual statement were computed in accordance 
with the laws of California (sec. 602(a), Polit- 
ical Code) and represent the highest aggregate 
reserve, after deduction for reinsurance, called 
for at the beginning and end of the year by 
the California law. The unpaid losses in the 
above amounts represent sums which have heen 
actually held by the petitioner. 

ad) Petitioner claims that it is entitled to 
the deduction for “‘losses ineurred’’, as de- 
scribed in Section 204(b) (4) and (6), Revenue 
Act of 1928. the amount of $1,022,015.88, as 
computed above, in place of the $882,632.55 
claimed on its return and allowed by re- 
spondent. 


3. The Board by its opinion promulgated 
November 19, 1935, and by its order cntere@ 
November 21, 1935, has rendered a decision approv- 
ing the respondent’s determination and finding a 
deficiency of $1,193.45 due from this petitioner for 
the taxable vear 1930. [39] 


ele 
Determination of Court of Review. 

The petitioner, being aggrieved by the said find- 
ings of faet, opinion, decision and order. and hav- 
ing filed its 1930 income tax return with the Col- 
lector of Internal Revenue at Los Angeles, Cal- 
fornia, within the Ninth Cireuit, desires a review 
thereof by the United States Cireuit Court of 
Appeals for the Ninth Cirewit within whieh Cir- 
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cult is located the office of said Colleetor of Internal 
Revenue with whom petitioner filed its income tax 
return for 1930, the taxable vear involved herein. 


ITI. 
Assignment of Errors. 
The petitioner, as a basis for review, makes the 
following assignments of error: 

1. The Board erred as a matter of law in 
ordering and deciding that there was a defi- 
ciency for the year 1930. 

2. The Board erred as a matter of law in 
failing and refusing to determine that peti- 
tioner had made an overpayment of $1.212.24 
for the year 1930. 

3. The Board erred in its decision and deter- 
mination as a conelusion of law that petitioner 
was not entitled to a deduction of $1.022.015.88 
for ‘‘losses incurred’’ during said vear 1930, 
as defined in Section 204(b), Revenue Act of 
1928. 

4. The Board erred in its decision and [40] 
determination as a conclusion of law that the 
‘““npaid losses’? of petitioner outstanding ot 
the end of the preceding taxable vear (1929) 
as defined in Section 204(b). Revenue Act of 
1928, was not $440,318.52. 

5. The Board erred in its decision and deter- 
mination as a econelusion of law that the “‘un- 
paid losses’ of petitioner outstanding at the 
end of the taxable year 1930, as defined in 
Section 204(b), Revenue Act of 1928, was not 
$596,532.85. 
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6. The Board erred as a matter of law in 
its determination that the ‘‘losses incurred’’, 
as designated in Section 204(b) (4) and (6), 
Revenue Act of 1928, were not to be ‘‘com- 
puted on the basis of the underwriting and 
investment exhibit of the annual statement 
approved by the National Convention of Insur- 
ance Commissioners’’, aS expressly provided in 
Section 204(b) (1), Revenue Act of 1928. 

7. The Board erred in rendering decision 
for the respondent. 

8. The Board erred in not rendering deci- 
sion for the petitioner. 


WHEREFORE, Your petitioner prays that this 


Honorable Court may review said findings, decision, 
opinion and order, and reverse and set aside the 
same; that it direct the United States Board of 
Tax Appeals to determine that no deficiency is due 
by the petitioner in this proceeding, and that the 
petitioner had made an overpayment of $1,212.24; 
and for such other and further relief [41] as the 
Court may deem meet and proper in the premises. 


F. BRITTON McCONNELL 
340 Roosevelt Building. 
Los Angeles, California. 
JOSEPH D. PEELER 
819 Title Insurance Building, 
Los Angeles, California. 
WARD LOVELESS 
920 Southern Building, 
Washington, D. C. 
Attorneys for Petitioner [42] 
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State of California, 
County of Los Angeles.—ss. 


F. BRITTON McCONNELL, being first duly 
sworn, deposes and says that he is an attorney of 
record for the petitioner in the foregoing cause; 
that as such attorney he is authorized to verify the 
foregoing petition for review; that he has read the 
said petition and is familiar with the statements 
contained therein; and that the statements made 
are true to the best of his knowledge, information 
and belief; and that said petition is filed in good 
faith. 

F. BRITTON McCONNELL 

Subscribed and sworn to before me this 13th day 
of February, 1936. 

[Seal] CHRISTENE COPELAND 

Notary Public in and for the County 
of Los Angeles, State of California. 


[Endorsed]: U. S. Board of Tax Appeals. Filed 
Feb. 17, 1936. [43] 


ead 


[Title of Court and Cause. ] 


NOTICE OF FILING PETITION FOR 
REVIEW. 


To: Herman Oliphant, Esq., 
General Counsel] for the 
Department of the Treasury, 
Washington, D. C. 
Sir: 
Please take notice that the petitioner on the 17th 
day of February, 1936, filed with the Clerk of the 
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United States Board of Tax Appeals at Washing- 
ton, D. C., a petition for review by the United 
States Circuit Court of Appeals for the Ninth Cir- 
cult of the decision by the Board rendered in the 
above-entitled cause. A copy of the petition for 
review and the assignments of error as filed is 
hereto attached and served upon you. Dated at 
Washington, D. C. this 17th day of February, 1936. 
Respectfully, 
WARD LOVELESS 

920 Southern Building, 

Washington, D. C. 

Attorney for Petitioner. [44] 


Personal service of the foregoing notice, together 
with a copy of the petition for review and assign- 
ments of errors mentioned therein, is hereby 
acknowledged this 17th day of February, 1936. 

HERMAN OLIPHANT 
General Counsel for the 
Department of the Treasury. 

Attorney for Respondent. 


[Endorsed]: U.S. Board of Tax Appeals. Filed 
Feb. 17, 1936. [45] 


[Title of Court and Cause. ] 
PRAECIPE FOR RECORD. 


To the Clerk of the United States Board of Tax 
Appeals: 

You will please prepare and transmit to the Clerk 

of the United States Cireuit Court of Appeals for 
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the Ninth Cireuit, certified copies of the following 
documents : . 

1. The docket entries of proceedings before the 
United States Board of Tax Appeals in the above 
entitled case. 

2. Pleadings before the United States Board of 
Tax Appeals, as follows: 

a) Petition. 

b) Answer to petition. 

c) Amendment to petition. 

d) Answer to amendment to petition. 

3. Agreed statement of facts, including exhibits 
1 to 6, inclusive, made a part of the agreed state- 
ment. 

4. The opinion of the Board of Tax Appeals. 

5). ‘The decision of the Board. 

6. The petition for review, together with proof 
of service of notice of filing petition for review and 
of service [46] of a copy of the petition for review. 

7. This praecipe, together with proof of service 
of notice of filing praecipe and of service of a copy 
of praecipe. 

The foregoing to be prepared, certified and trans- 
mitted as required by law and the rules of the 
United States Cireuit Court of Appeals for the 
Ninth Circuit. 

JOSEPH D. PEELER 
Attorney for Petitioner. 


[Endorsed]: U. S. Board of Tax Appeals. Filed 
March 23, 1936. [47] 
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NOTICE OF FILING PRAECIPR HOR 
RECORD. 


To: Commissioner of Internal Revenue, 
Washington, D. C. 
Arthur H. Kent, Assistant General Counsel, 
Washington, D. C. 

You are hereby notified that the Pacifie Em- 
plovers Insurance Company, petitioner herein, did, 
on the 23rd day of March, 1936, file with the Clerk 
of the United States Board of Tax Appeals at 
Washington, D. C., a Praecipe for Record. A copy 
of this praecipe as filed is hereto attached and served 
upon you. 

Dated this 23rd day of March, 1935. 

(s) JOSEPH D. PEELER 
Attorney for Petitioner. 


Personal service of the above and foregoing 
notice, together with a copy of praecipe for record, 
is hereby acknowledged this 23rd day of March, 
1B6. 

HERMAN OLIPHANT 
General Counsel for the 
Department of the Treasury. 


[Endorsed]: U.S. Board of Tax Appeals. Filed 
March 23, 1936. [48] 
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CERTIFICATE. 


I, B. D. Gamble, clerk of the U. S. Board of Tax 
Appeals, do hereby certify that the foregoing pages, 
1 to 48, inclusive, contain and are a true copy of 
the transcript of record, papers, and proceedings 
on file and of record in my office as called for by 
the Praecipe in the appeal (or appeals) as above 
numbered and entitled. 

In testimony whereof, I hereunto set my hand 
and affix the seal of the United States Board of 
Tax Appeals, at Washington, in the District of 
Columbia, this 2nd day of April, 1936. 

[Seal] B. D. GAMBLE 

Clerk 
United States Board of Tax Appeals. 


——— 


[Endorsed]: No. 8166. United States Circuit 
Court of Appeals for the Ninth Circuit. Pacific 
Emplovers Insurance Company, Petitioner, vs. Com- 
missioner of Internal Revenue, Respondent. Tran- 
script of the Record. Upon Petition to Review an 
Order of the United States Board of Tax Appeals. 

Filed April 8, 1936. 

PAUL P. O’BRIEN 
Clerk of the United States Circuit Court of Appeals 
for the Ninth Circuit. 


